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Underestimating Assets Needed at Retirement
The performance of equities over the last few years, in combination with the
fact that the last prolonged stock market was in 1973-1974, could cause many
individuals to significantly underestimate the assets that may be required to
retire. For example, if an individual in retirement is going to take distributions
from their qualified plan or IRA and they are in a 35% bracket, it would take,
assuming an 8% return and post-WWII inflation rates (see Table 4-11),
$234,000 for every $10,000 per year spendable dollars inflation adjusted. That,
in combination with at least a 50% probability that one of a 65 year old couple
will live beyond age 90 (see Table 6-2), could cause individuals to severely
underestimate retirement assets if stock markets return to their historical real
rates of return (see Table 4-4). (How investment returns are distributed post-
retirement, is another issue that could make future retirees vulnerable. For
example, an individual projects that he and his spouse will have 30 years post-
retirement; for every $10,000, assuming an 8% return, they would need to
accumulate approximately $122,000 using up principal and interest for the cash
flow to last 30 years. Should the retiree have only positive returns post-
retirement, for example, 6% a year for the first 15 years and 10% a year for the
last 15, the projected 8% return would have been met; however, the retiree
would have run out of money in the 2 0 th year.)
REAL RATES OF RETURN: THE RELIABLE YARDSTICK
Table 4-11
Lump Sums Needed to Provide Inflation-adjusted
Spendable (After-Tax) Income of $10,000 per Year
at a 816 Rate of Return
Lump Sum Needed
Without Taxes
Lump Sum Needed
Including Taxes
20 Years
0% $132,000 $132,000
15% $132,000 $156,000
25% $132,000 $177,000
35% $132,000 $203,000
45% $132,000 $240,000
$52 $152.,00
0% $152,000 $152,000
15% $152,000 $180,000
25% $152,000 $204,000
35% $152,000 $234,000
45%/ $152,000 $277,000
30 Years
0% $169,000 $169,000
15% $169,000 $199,000
25% $169,000 $226,000
35% $169,000 $260,000
45% $169,000 $308,000
35 Years
0% $183,000 $183,000
15% $183,000 $216,000
25% $183,000 $245,000
-35% $183,000 $282,000
45% $183,000 $333,000
Note: Amounts are rounded. And remember, in order to get a 4% real rate of return after
costs, based on historic returns, most investors would need a higher concentration of equities
in their portfolios throughout retirement than they expected.
Chart from The Terrible Truth About Investing by Bruce J. Temkin
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Tax Rate
Table 6-2
Joint Life Expectancies of U.S. Couples
Attained Age of Couple Joint fe Expectancy
35 89.0
40 89.1
45 89.2
50 89.3
55 89.5
60 89.7
65 90.1
70 90.7
75 91.5
80 92.8
85 94.6
Chart from The Terrible Truth About Investing by Bruce J. Temkin
Copyright 1999, Fairfield Press (888) 820-5958
THE TERRIBLE TRUTH ABOUT INVESTING
Table 4-4
Compound Rates of Return of Different Asset Classes,
in Relation to Inflation, 1972-1996
Treasury Bills 7.0%
Inflation -5.6%
Real Rate of Return 1.4%
Long-term Government Bonds 9.00/0
Inflation -5.6%
Real Ratie of Return
Large-company Stocks (S&P 500) 12.6%
Inflation -S.6%
Real Rate of Return 7.0%
Small-company Stocks 13.9%
Inflation 
-5.6%
Real Rate of Return 8.3%
In Table 4-4, investors in large-company stocks received a 7.0
percent real rate of return as compared to the 71-year real rate of
return of 7.6 percent (Table 4-3). Investors in small-company stocks
received an 8.3 percent real rate of return, compared with the
historical 9.5 percent real rate of return for the period from 1926
through 1996. On the other hand, the real rate of return for
long-term government bonds was substantially higher from 1972
through 1996 (3.4 percent) than from 1926 through 1996 (2.0
percent). The explanation for this increase in rates of return for
long-term bonds (and their corresponding increase in volatility) is
discussed in the next chapter on Volatility.
Chart from The Terrible Truth About Investing by Bruce J. Temkin
Copyright 1999, Fairfield Press (888) 820-5958
Pre- and Post-Retirement Growth of $1,000
Suppose four couples, ages 25, 35, 45 and 55, make an invest-
ment of $1,000 in their retirement accounts. Assuming an 8 percent
compound annual rate of return, Chart 6-1 shows how the $1,000
would accumulate for each of the four couples to both ages 65 and
85.
Chart from The Terrible Truth About Investing by Bruce J. Tekin
Copyright 1999, Fairfield Press (888) 820-5958
25
r 35
045
0
.0
< $ 2.15!
55 $1
$60,000 $90,000 $120,000$30,000
THE TERRIBLE TRUTH ABOUT INVESTING
Statistical Returns Versus Personal Returns:
The Real Story
While historical returns give us valuable insights, they
seldom reflect the individual returns investors actually
received over the long term. In order to have earned that
10.7 percent return, an investor in large-company stocks
would have to purchase the Index on January 1,1926. He
w;ould then sit back for 71 years and not sell those stocks,
even during the incredible market fluctuations and
stress caused bythe GreatDepres i6n, W6id War fiT~the
Korean and Vietnam Wars, politic6l assassinations, the
Cold War, the Cuban missile crisis, oil embargoes, and
numerous recessions.
And what if during this 71-year period the investor had
experienced a divorce, family difficulties, health prob-
lems, job loss, depression, loss of a loved one, financial
reversals or other personal difficulties? Could he still
leave his money invested in these volatile and uncertain
stocks? Keeping in mind both statistical history and inves-
tors' personal histories leads us to consider the real ques-
tion: how many investors will actually receive historical
returns? In reality, few investors would, which we will
explore further later in this chapter.
Chart from The Terrible Truth About Investing by Bruce J. Temkin
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THE TERRIBLE TRUTH ABOUT INVESTING
Since this investor did nor consider the idca that his projlections
"light not be met, hle also didn't think about ainy contitigCiicv
ilanning. The investor believed thia not mecting his rctirc,.cnt
projections left him with onl one dist.tefl. option-not bt-i g :lelt"
to retire at his desired age. For him, the (urc was hck and whitc:
246
Excerpt from The Terrible Truth About Investing by Bruce J. Temkin
Copyright 1999, Fairfield Press (888) 820-5958
Expected Versus Actual Returns -
A Potential Retirement Disaster
Many individuals are relying on dangerous assumptions
in their retirement planning because they have not con-
sidered the impact of portfolio withdrawals in years
when their investment return is less than was projected.
For example, an individual investor estimates that a
compound return of 8 percent will provide the spending
level he needs during retibimit. But we know that in
the real wobrld, the irvesto will not receive a constant 8
percent rate of return yeadr after year. Yet, in each year
of retirement, no matter wiat the investment return, he
still needs to withdraw money to live on. In years when
the actual returns are less thiixi the expected returns and
withdrawals are made, the future value of the portfolio
can be significantly impacted. If lower returns come
during the early years of retirement, the individual will
run out of money even if the overall projected rate of 8
percent is met! The same problem exists regardless of
what projected rate is used.
What actually occurs is the opposite of dollar cost
averaging where more of the portfolio is liquidated dur-
ing down years, as opposed to buying more shares of
stocks during down years.As a result, many retirees may
find themselves running out of money during retire-
ment.
PRE-59-1/2 DISTRIBUTION STRATEGIES AND PRE- AND POST-MORTEM
ESTATE PLANNING CONSIDERATIONS FOR PENSIONS AND IRA
DISTRIBUTIONS CHARTS AND CASE STUDIES
INTRODUCTION:
As more and more clients have a significant, if not majority, of their estates in IRAs or
qualified plans, a better understanding of planning opportunities, traps and pitfalls in this
essential area can only assist estate planners in better representing their clients. However,
for a majority of clients, estate planning with qualified plan distributions starts with first
determining the client's cash flow considerations and how much they need to truly retire.
The following charts and case studies will try to identify the potential assets necessary to
retire and other pre- and post-death distribution strategies for assets in qualified plans and
IRAs. More and more baby boomers could find themselves prior to age 59-1/2 wanting to
take distributions from their IRAs for important financial and estate planning
considerations, ranging from gifting to cash flow planning in retirement to the purchase of
insurance so other more advanced estate planning strategies can be implemented. As a
result, a better understanding of pre-59-1/2 distribution planning, avoiding the 10%
penalty, can take on a more important planning role.
PLANNING WITH 72(t)
"AVOIDING THE 10% PENALTY"
IRC Section 72(t), that imposes 10% income tax penalties for plan withdrawals
before age 59 1/2, has taken on a much greater importance to an increasing number of
taxpayers, for a number of reasons.
In recent years there has been a significant increase in the number of defined
contribution plans used by employers, particularly 401 (k) plans. When individuals leave
one employer to join another, or leave an employer to become self-employed or retire,
significant account balances are transferred to IRAs. In addition, UCA 92's liberalization
of in-service distributions from profit sharing plans has given some employees access to
monies that can be rolled over to IRAs that would not have been permissible under old
law.
As a result of the significant downsizing by many large employers, a large number
of individuals at executive or managerial levels are not finding immediate reemployment
and are looking to their qualified plan or IRA monies to provide cash flow during a
transition period. Others are choosing to retire earlier than age 59 and want to access their
retirement funds.
Still others desire to use monies in their retirement accounts or IRAs to help pay for
college, gifting, assisting in the care of elderly parents, or other cash flow considerations.
Thus, it is critical that advisors achieve a better understanding of 72(t), its rules and
its exceptions.
I. OVERVIEW
IRC Section 72(t) imposes a 10% excise tax on distributions from qualified plans,
TSAs and IRAs prior to age 59 1/2. However, there are exceptions to the penalty
tax, which are:
A. Distributions made on or after the date the employee attains age 591/2;
B. Distributions made to a beneficiary (or the estate of the employee) on or after
the death of the employee;
C. Distributions attributable to the employee's being disabled within the meaning
of IRC Section 72(m)(7);
D. Distributions that are part of a series of substantially equal periodic payments:
E. Distributions made to an employee after separation from service after
attainment of age 55*;
F. Dividends paid on stock held by an ESOP;
G. Payments made to an alternate payee pursuant to a qualified domestic
relations order (QDRO);
H. Distributions made to reimburse for medical expenses incurred by the
participant, spouse and dependents (as defined in Section 152) paid during the
year;
I. Distributions from IRAs made to unemployed individuals used to pay health
insurance premiums after separation from service;
J. Distributions to pay expenses of higher education (only distributions from
IRAs)**;
K. Distributions to help purchase first home in awhile (liberal definition; see
72(t)(8)(A) two-year rule) $10,000 maximum.*
II. SUBSTANTIALLY EQUAL PERIODIC PAYMENTS
Distributions will not be subject to the 10% excise tax if they are part of a series of
substantially equal periodic payments (not less frequently than annually) made for
the life (or life expectancy) of the employee or the joint lives (or joint life
expectancies) of such employee and his designated beneficiary.
A. Payments made directly from a qualified plan under this exception may not
commence until the employee separates from service.
Available for qualified plans and 403(b) plans but not distributions from IRAs 72(t)(3)(A).
B. Payments cannot be modified until the later of:
I. Age 59 1/2; or
2. Five years
3. If payments are modified, the taxpayer's tax is increased by the amount
of the penalty tax that would have been imposed plus interest for the
deferral period.
a) Deferral period begins with the taxable year in which the
distributions commenced and ends with the taxable year in which
the modification occurs.
b) Cessation of payments prior to age 59 1/2 or five years by reason
of death or disability of the participant is not considered a
modification of payments and thus not subject to recapture tax.
C. IRS Notice 89-25, Q&A 12, provides guidance as to three acceptable methods
of calculation of substantially equal periodic payments: minimum
distribution method; amortization method; or annuitization method.
1. Minimum distribution method.
Annually divide the employee's available benefit as of the valuation
date in the calendar year prior to the calendar year in which the
distribution is made by a life expectancy factor taken from IRS tables.
Life expectancy is calculated as of the birthday of the employee (and
beneficiary) in the year the distribution is made. The life expectancy
tables are found in Section 1.72-9 of IRS regulations.
a) An example of the first method follows: An employee is age 56
and has $500,000 in his IRA. The employee elects to take
benefits from his IRA in substantially equal annual payments.
He is age 57 when he wants payments to commence and avoid
the 10% penalty. See the following chart:
M ethod 1 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _emoye I Payment Year 
_
-Employee's I
Age 57 58 59 60 61 62'
Life Expectancy' 26.8 25.9 25.0 24.2 23.3
Assumed annual
Return 8.0% 8.0% 8.0% 8.0% 8.0%
Account balance on
prior year valuation 500,000 521,343 542,825 564323 585,799
date
Payments2  18,657 20,225 21,928 23,670 25,658
1. Based on IRS Tables (Code Section 1.72-9)
2. The payment amount cannot be increased or decreased [except as noted in (2)
without incurring a penalty under Code Section 72(t)(4)].
3. It is important to note that since the latter of 5 years or 59 1/2 has been satisfied,
the employee would no longer have any required distributions until 70 1/2, giving
the individual enormous planning latitude in relationship to overall tax and estate
planning.
b) The method may use only the life of the participant or may use
the joint lives of the participant and a designated beneficiary.
The beneficiary does not have to be the surviving spouse of the
participant.
c) This method may produce the smallest distribution amount.
d) This method requires that the distribution amount be
redetermined annually.
e) Distributions taken under this method reflect the actual
investment experience of the account balance.
f) For an IRA, the valuation date is always December 31.
2. Amortization Method.
Determine the life expectancy of the individual or of the individual and
designated beneficiary using the life expectancies in IRC Section 1.72-
9. Divide the account balance by an amortization factor for the number
of years of life expectancy using a "reasonable" interest rate. (The
higher the interest rate, the greater the periodic payment.) The payment
determined under this method is not recalculated each year.
a) Using the facts of the preceding method, the amount of periodic
payment would be determined as follows:
$500,000 - 11.78301 = $42,434
18.0% amortization factor for a period of 26.8 years (i.e., the life
expectancy of the annuitant at age 57).
b) The proposed regulations require the use of the unisex annuity
tables (Tables V and VI) as published in the Section 72
regulations in 1986.
c) Payments determined under this method remain level during
distributions and do not have to be recalculated each year.
d) Unlike the minimum distribution method where actual
investment experience can impact the amount of distribution year
to year, the actual investment experience of the account under
this method will not affect the distribution amount.
4. Annuitization Method.
Divide the account balance by an annuity purchase rate determined by
not only using a "reasonable" interest rate but also a "reasonable"
mortality table. For purposes of calculating this example, we are using
the UP84 mortality table and 8% interest. Once again, the payment
determined under this method is not recalculated each year.
a) Using this method, the amount of periodic payment is
determined as follows:
$500,000 10.0998 = $49,506
b) Since the taxpayer can choose both the interest rate and mortality
table to be used, this method may produce the largest distribution
payment.
c) Under this method, no actual investment experience of the
account is taken into consideration in determining the payments.
d) Exhibit I is an example using an 8.5% interest rate and the 1980
CSO table, showing the allowable account percentages for pre-
59 1/2 distributions from age 40 through age 55. Many
individuals are surprised to see how high the percent is at
younger ages, and also how little difference there is between
individuals in their 40s and 50s using this method. Many
taxpayers at younger ages have thought they should not bother
considering using pre-59 1/2 distributions, assuming the amounts
allowed would not be large enough.
4. Reasonable interest rate.
a) A higher interest rate will produce a larger payment under both
the amortization and annuitization methods.
b) The IRS has not provided specific advance guidance as to what
is a reasonable interest rate.
(1) The concern of the IRS is that, if the interest rate is too
high, payments would be determined over less than life
expectancy.
c) Guidance as to what has been determined to be reasonable has
been provided via private letter rulings.
(1) Taxpayers have requested a determination from the IRS
---that a proposed method of distribution would satisfy the
substantially equal periodic payment requirements of
Section 72(t)(2)(A)(iv).
(2) These private letter rulings have included requests that
stated a specific interest rate (e.g.,= 8%).
(a) Rulings have been issued with acceptable interest
rates that ranged from 5% to 10.6%, depending on the
specific fact circumstances.
(3) Other PLRs have requested the use of rates equal to one of
the applicable federal rates published by Treasury.
(a) IRS officials have stated in meetings that if one of
these rates is used, it should be a rate declared
within close proximity to the commencement of
distributions (e.g., rate in effect at time of
distribution or rate in effect for the year of
distribution).
(b) If one of the applicable rates is selected, it would
appear from certain private letter rulings that the
rate factor selected should correspond with the
timing of payments (e.g., use the monthly rate for
monthly distributions).
d) Changes in the interest rate assumption during the distribution
period have been permitted.
(1) In PLR 9531039, the annual distribution amounts were
determined by dividing the account balance as of
December 31 of the prior year by an annuity factor for the
attained age in the distribution year and interest equal to
the annual Mid-Term AFR in effect on January 1 of the
distribution year.
(2) The IRS has indicated that the interest rate may be
modified each year, but must be done in accordance with a
stated rule (e.g., use of the 30-year Treasury bond rate in
-effect as-of January 1 of each year).
5. Modifications.
a) In general, payments made under Section 72(t)(2)(A)(iv) cannot
be modified until the later of five years or attainment of age 59
1/2
b) In PLR 9047043, the IRS approved modifications to the annual
payment in the same manner as changes in the defined benefit
dollar limit are determined.
(1) Defined benefit dollar limit is adjusted for post- 1986
changes in the CPI.
(2) The adjustment to the payments was in accordance with a
stated rule and beyond taxpayer discretion.
6. Aggregation of IRAs.
a) In several private letter rulings, the IRS, in response to taxpayer
requests, has not required that all IRAs of the taxpayer be
aggregated for purposes of determination of the starting account
balance.
(1) PLR 8946045 and PLR 9050030 state that "Section
72(t)(2)(A)(iv) of the Code does not require that plans be
aggregated to calculate a series of substantially equal
periodic payments."
b) In other requests, the IRS has permitted the taxpayer to aggregate
some of their IRAs to determine the starting account balance.
(1) In PLR 9525062, the taxpayer had three IRAs. The
taxpayer aggregated IRAs 2 and 3 for determination of the
beginning account balance for substantially equal period
payments. Payments could be made from either IRA 2 or
IRA 3 or both.
b) In all of the above instances, payments under any of the methods
proposed by the taxpayers -did not -change once payments had
commenced.
III. DISTRIBUTIONS ATTRIBUTABLE TO THE DEATH OF THE PARTICIPANT
A. As previously discussed on the exceptions for pre-59, distributions on
account of death of the participant are exempt from the 10% penalty.
B. However, a recent private letter ruling (PLR 9608042) creates a potential trap.
The spouse could withdraw death benefits from the IRA with no 10% penalty.
However, the ruling indicated that by withdrawing any benefits penalty-free,
the spouse would be making an irrevocable election not to treat the
participant's IRA as her own IRA. As a result, by taking even $10 from the
IRA prior to age 50 1/2, the spouse would forever be prevented from rolling
over the remaining balance to a spousal rollover IRA.
1. Using the spousal rollover would mean that the spouse would not have
to commence required distributions until she turned 70 1/2, instead of
in the year when the participant would have been 70 1/2.
2. Spouses over age 59 1/2 or spouses who inherit qualified plans are not
affected, as the PLR applied only to inherited IRAs.
IV. DISTRIBUTIONS ATTRIBUTABLE TO THE DISABLITY OF THE
PARTICIPANT
A. Disability is defined as the inability to engage in any substantial gainful
activity by reason of any medically determinable physical or mental
impairment that can be expected to result in death or to be of long-continued
and indefinite duration.
B. In PLR 9621043, the IRS declined to determine whether the taxpayer's
inability to engage in his regular occupation as determined by the insurance
company was sufficient, since such a determination would have been factual
.in ature.
C. In Dwyer v. Commissioner, 106 T.C. 18, the Tax Court ruled that Mr. Dwyer
could not claim -that a withdrawal from his IRA was exempt from the penalty
tax under IRC Section 72(t)(2)(A)(iii) since he had been diagnosed with
clinical depression. During the period, he continued to engage in his primary
business as a stockbroker. Although the trades resulted in a loss, the fact that
21
he engaged in an activity with the intent to generate a profit signified that he
was engaged in a substantial gainful activity.
V. DISTRIBUTIONS MADE TO A PARTICIPANT AFTER SEPARATION FROM
SERVICE AFTER ATTAINMENT OF AGE 55
A. This exception does not apply to IRAs or SEPs.
B. IRS Publication 590 indicates that the exception applies in or after the
calendar year in which the participant attains age 55.
C. The Blue Book for the Tax Reform Act of 1986 cites that the separation from
service must occur after the participant attains age 55. As an example, if a
participant separates from service at age 52 and begins receiving benefits at or
after age 55, the "early retirement" exception does not apply. The
distributions may qualify for other exceptions to the tax, however.
D. Self-employed individuals cannot separate from service.
VI. QUALIFIED DOMESTIC RELATION ORDERS (QDROs)
A. The alternate payee may incur the tax if the alternate payee does not rollover
the distribution into another qualified plan or IRA.
B. This exception does not apply to distributions from an individual retirement
account.
1. IRC Section 408(d)(6) provides that a transfer of an individual's interest
in an IRA to a spouse or former spouse under a divorce or separation
instrument is not considered a taxable transfer.
2. Section 72(t) penalties apply to amounts includible in income, and a
transfer of an IRA interest pursuant to a divorce instrument is not
includible in income.
VII. DISTRIBUTIONS MADE TO REIMBURSE MEDICAL EXPENSES INCURRED
BY THE PARTICIPANT, SPOUSE AND DEPENDENTS (AS DEFINED IN
SECTION 152) PAID DURING THE YEAR
A. This exception applies to all qualified plans and TSAs.
B. This exception will apply to distributions from IRAs made after December
31, 1996.
C. This exception is allowed only to the extent that the amounts would be
allowable as a deduction under IRC Section 213: Medical expenses in excess
of 7.5% of adjusted gross income.
D. Determined of the deductibility is made without regard as to whether or not
the employee itemizes deductions for such taxable year.
VIII. DISTRIBUTIONS FROM IRAS MADE TO UNEMPLOYED INDIVIDUALS
USED TO PAY HEALTH INSURANCE PREMIUMS AFTER SEPARATION
FROM SERVICE
A. This exception is applicable to distributions made after December 31, 1996.
B. Individual must have received unemployment compensation for 12
consecutive weeks under any Federal or State unemployment compensation
law by reason of such separation.
1. Self-employed individuals shall be treated as meeting the requirements
if, under Federal or State law, the individual would have received
unemployment compensation but for the fact that the individual was
self-employed.
2. The IRS is to issue regulations defining the eligibility for self-
employed individuals.
C. Distribution is made during any taxable year during which such
unemployment compensation is paid or the next taxable year.
D. Distribution amount does not exceed the premiums paid.
E. The exception does not apply to any distribution made after the individual has
been employed for at least 60 days after the separation from employment.
1. If the individual is reemployed. distribution requests for the premium
payments must be made prior to the 60th day of reemployment.
CASE STUDY ONE
From: Tax Advisor
To: Financial Advisor:
I have a client that is 53 years of age that is one of three partners in an accounting firm. He
is currently putting away $30,000 a year in his cross-tested profit sharing plan. His account
balance is approximately $1,200,000. He is desirous to provide capital to his son who
needs money for a business that he would like to start. However, the client, in looking at
his own financial circumstances, since almost all of his assets are tied up in his profit
sharing plan, in order to assist his son with the capital he needs he would have to stop,
making contributions to his profit sharing plan. If some form of amendment was made to
the profit sharing plan where he would no longer get a part of the contributions, while the
partners continued to get theirs, is there any problem in amending the plan to do so or do
you have any other planning suggestions you might recommend?
From: Financial Advisor
To: Tax Advisor
Your accountant might consider the following: Since our phone conversation today, you
had indicated that the accountant has a reasonable amount of equity in his house that has
not been touched. You could suggest that the accounting firm, for example, give all
employees an opportunity to take in-service withdrawals of any monies in their profit
sharing plan that is two-years-old. For example, if the accountant wants to withdraw
$120,000 or approximately 10% of his account balance, the following temporary
amendment to the plan could be considered. Any employees over the next 90 days can take
up to 10% of any 2-year-old profit sharing monies and withdraw them. This would be
nondiscriminatory, as it affords the same planning opportunity in a uniform and non-
discriminatory basis to all plan participants. The accountant now could take $120,000 and
transfer it directly to an individual retirement account. This transaction would not have a
taxable event, as no withholding would be required since it is a direct transfer. Prior to
UCA 1992, amounts under 50% could not be taken in-service. For example, a 10% in-
service withdrawal would have not been permissible. However, under newer law such a
planning opportunity could be accomplished. The accountant could now transfer $120,000
to his IRA and could take (for example, see exhibit 1) 8.5% or $10,284.00 per year and
avoid the 10% pre-59-1/2 penalty. In doing so, he could then, for example, set up a credit
line with the equity in his house and use the monies from the credit line to assist his son
with capital in his business. In doing so, he could avoid any 10% pre-59-1/2 penalties.
Please note, in addition, the interest paid on the loan may qualify as a tax deduction. It is
also important that in following this proposed strategy, the accountant could continue to
make future $30,000 profit sharing contributions to his plan and simultaneously help
finance his child's new business. If we look at Exhibit I you can see that we can take up
to 8.57% of every dollar that is in the IRA or $10,284.00 per year at age 53 and avoid the
10% penalty.
It is also important to note that you could have many clients that have significant assets
tied up in their retirement plans that work with large companies that would not be able to
use this planning technique as the employer would not allow in-service distributions, but
that same client might have a spouse that has, for example, $100,000 that is in their IRA
for a previous employer, and the spouse's IRA could be utilized for the same purpose in
assisting the son. The entire area of pre-59-1/2 distribution planning is important to
understand as it may be used as a planning tool that can be utilized for a variety of
planning considerations from annual gifting to the use of second-to-die life insurance for
estate planning purposes and other estate planning considerations for those individuals
who are prior to 59-1/2 but would like to use part of their assets to achieve these types of
estate planning or financial goals.
Exhibit I
PRE 59-1/2 WITHDRAWALS
Assumptions
Substantially Equal Periodic Payments
Annuitization Method: 1980 CNSMT
Interest Rate 7.2%
Single Life Annuity
Annual Payments: At the Beginning of the Year
Starting Distribution
Age Percentage
40 7.58%
41 7.63%
42 7.69%
43 7.75%
44 7.81%
45 7.88%
46 7.95%
47 8.02%
48 8.10%
49 8.19%
50 8.27%
51 8.36%
52 8.47%
53 8.57%
54 8.68%
55 8.80%
7.2% is the 7520 rate for August 1999 which is 120% of the applicable federal midterm
rate.
Distributions must continue for 5 years or age 59-1/2, whichever is longer.
CASE STUDY TWO
Roth - IRA Conversion
Memorandum
From: Estate Planning Lawyer
To: Financial Consultant
I have some clients that are eligible to convert their traditional IRAs into Roth IRAs, since
their modified AGI is under the S 100,000 threshold. As we know time moves quickly and
as of January 2005 required distributions will no longer have to be included in income for
meeting the $100,000 threshold. Will you please analyze the viability of their conversions.
Memorandum
From: Financial Consultant
To: Estate Planning Lawyer
We would be happy to analyze your client's potential Roth conversion. In addition, I'm
taking the liberty to provide you with an analysis we did for a client in 1998 because it
brings up a number of important issues. Before making a conversion recommendation we
must first determine the assets the client needs to retire. Therefore, after evaluating the
client's spending in retirement and in particular the retirement spending patterns in
relationship to total assets, we recommended that the client take only a portion of his
eligible conversion. One of the things we have found is that many clients are significantly
underestimating the assets they may need to retire and as a result I am also enclosing some
pages, from a book, which I believe can bring home this point. It appears that many
clients, particularly baby boomers with significantly higher spending patterns than their
parents, expect to pass on a couple of million dollars to their children when in actuality
they may be at risk of running out of money in retirement.
I will be looking forward to discussing this 1998 both the memorandum and the pages
form the book at our meeting in South Bend in late December.
Memorandum
December 15, 1998
From: Financial Consultant
To: Estate Planning Lawyer
As you requested, we have done an analysis of the potential use of a Roth IRA conversion
for your client. After meeting with the client, and better understanding his spending
patterns in retirement, we have recommended that he consider taking advantage of
converting a portion of his IRA into a Roth account.
Even though most computer modeling would show maximizing the Roth conversion
would provide the most advantageous long term tax results, after carefully evaluating the
amount of cash flow that your client needs for retirement, we have concluded that a total
conversion of his IRA at this time would not be in the client's best interest.
Understanding our recommendations for this particular client, and some of the issues that
we had to deal with, may assist you in making recommendations to other clients. Even
though the one-time advantage of spreading the income tax liability over 4 years will end
by the end of this year (1998). Under new law some clients will be able to achieve close to
the same results by using multi-year conversions without requiring a new five-year holding
period for early withdrawal penalties, of course in order to achieve this result each year
there is a conversion they must be under the S100,000 threshold. As I have said on many
occasions, this recommendation is based on very carefully determining cash flow spending
and the amount of assets necessary to retire. See the table, "Lump Sum Needed to Provide
Inflation-adjusted, Spendable After-tax Income of $10,000 per year." We have also
included a general memorandum of other planning considerations that came about as a
result of our clients meeting.
I look forward to discussing this case study with you in March.
October 14, 1998
John Smith
RE: Roth Conversion
Dear John:
The Taxpayer Relief Act of 1997 created Roth IRAs. Contributions to Roth IRAs are not tax
deductible but withdrawals are tax-free. There are certain restrictions for the distributions to be
considered "qualified". The Roth IRA must be in existence for five years and the distributions
must be made after the account holder is 59 or after the death of the holder or on account of
disability, or for a first time home buyer. Contrary to traditional IRAs and qualified plans, there
are no required distributions beginning at 70 Y2.
In addition to allowing annual $2,000 contributions to Roth IRAs, traditional IRAs can be
converted to Roth IRAs if the holder's AGI for that year is less than $100,000. The amount of
the conversion is included in the year of conversion, except for conversions made in 1998; the
inclusion is spread evenly over taxable years 1998, 1999, 2000, and 2001. If distributions from
this 1998 conversion are taken out in the first three years there will be an acceleration of the
taxes due on that amount.
Above are the basic rules for Roth IRAs. The question we now have to decide is whether to
convert your brokerage IRA to a Roth and, if so, how much? The main income tax reasons for
converting would be tax-free accumulations (and withdrawals) and the avoidance of required
distributions (at 70 /) on the assets converted to a Roth. Up front costs (income taxes) is the
biggest deterrent to this conversion. Most computer program analysis of your situation would
show that converting the whole $561,617 IRA would be of benefit to you. However, caution
needs to be taken because of the unforeseen problems with the conversion. The stock market
could crash after the conversion (taxes would be paid on the higher amount), Congress could
impose new costs on Roth withdrawals (similar to the excise tax that was on IRA distributions),
or taxes could be lower in the future (if they were higher that would benefit the Roth conversion).
Since we do not know the future, prudence dictates that we avoid the extremes of no conversion
or total conversion. Therefore, we will use a computer model to try and determine the least
amount that can be converted while still maintaining the majority of the benefit. Hopefully, this
analysis will give us information that can lead to a prudent decision. Please review the
assumptions and projections of the computer model.
To do the analysis we ran projections on converting from $100,000 to $500,000, in $50,000
increments, of the Brokerage IRA. As we said at our last meeting we do not usually use present
value calculations of projected future income streams. While this is the most mathematically
10 Year Liquidation Values
Increase in Assets Due to Conversion
9%
8%.
7%
6%
5%
4%
3%-
2%-
1%,
0%
100 150 200 250 300 350 400 450 500
Roth Conversion Amount (thousands)
20 Year Liquidation Values
Increase in Assets Due to Conversion
10%
9%
8%.
7%
6%
5%
4%
3%
2%
1%
0%
100 150 200 250 300 350 400 450 500
Roth Conversion Amount (thousands)
30 Year Liquidation Values
Increase in Assets Due to Conversion
120%.
100%-
80%-e 01I1,
60%
40%
20%
o%
100 150 200 250 300 350 400 450 500
Roth Conversion Amount (thousands)
correct way of doing an analysis, we feel it overstates the value of the conversion in the early
years and it does not give a good "feel" of the year by year effects of the conversion. Therefore,
we have done thirty-year projections of the different alternatives. We then took snap shots at
10, 20, and 30 years assuming full liquidation of all accounts, at those times. If those three snap
shots tell the same story we can feel comfortable that our recommendations are reasonable.
All three charts show that up to conversion amounts of $250,000 the benefits of conversion
increase at a relatively constant pace. After that amount the benefits either increase at a slower
pace or decline. It's interesting that, based on our assumptions, a $250,000 conversion or less
would produce a marginal federal tax rate in the four-year period of 15%. Amounts over that
would have a marginal rate of 28% to 31%. This shows how much up front costs matter! The
compounding of this up front loss (money lost to taxes) is one of the reasons why the line rises
more slowly (for amounts over $250,000) in the year 10 graph and declines in the year 20
graph. The year 30 graph line is flatter indicating that the tax-free growth and withdrawals of the
Roth are offsetting the negative effect of the up front taxes.
A graph of the cumulative taxes payable, for the four-year spread 1998, 1999, 2000, & 2001,
also shows this bend after $250,000. (The bend is upwards showing the increasing tax rate)
Taxes Payable
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Another factor limiting the benefit of larger conversions is the relationship between required
minimum distributions and your projected expenses. Remember that one of the advantages of
the Roth IRA is that there are no required distribution at 70 Y2. This can be a real benefit for an
individual who would be required to take out far larger IRA distributions than he (or she) needs
to cover living expenses. This excess amount is taxed and then reinvested. In this case you
would consider converting enough of the traditional IRA so that the amount remaining in the
traditional IRA would generate required minimum distributions that were exactly equal to the
client's annual expenses. This does not appear to be the case for you, however. The graph
below shows that, without any Roth conversions, from ages 70 to 90 your required minimum
distributions appear to be very close to the amount needed to cover your projected expenses.
Projected Required Minimum Distributions vs.
Projected Need
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Therefore, a conversion of approximately $250,000 would seem the best choice for you. Based
on tax deductions of $15,000 for each of the years and no other taxable income in 1998, 1999,
2000, and 2001 the top of the 15% bracket would actually be reached with a conversion of
$235,000. The projections also show a loan of $80,000 in 2001. It is needed to provide for your
expenses while at the same time avoiding taxable income that an IRA or pension withdrawal
would cause. You will need to fine-tune the amounts with your CPA. Remember that you do not
want to convert too much, so you will significantly exceed the 15% bracket.
In addition to the income tax benefits of the conversion, there are also benefits for your estate.
Qualified plan or IRA assets are poor assets with which to fund a credit shelter trust. Because
of the way minimum required distributions are calculated, funding the credit shelter trust with
these assets usually causes more rapid recognition of income. In addition, the principal portion
of the retirement assets that are distributed to the credit shelter trust (and remain in the trust)
are taxed as ordinary income at the high trust rates (39.6% on amounts over $8,350). This
means that approximately, 40% of the credit shelter assets that come from IRAs or qualified
plans are lost to income taxes. However, this problem is eliminated when Roth assets are used
because the distributions are tax-free. Roth IRAs are excellent vehicles for funding credit
shelter trusts.
The "technical corrections" changed a number of Roth rules. One of the most significant
changes was the liberalization of the definition of the "Five Year Period". As you know,
"qualified distributions" from a Roth are income tax-free. A "qualified distributions" is one that is
made after the end of a five year "nonexclusion period" and after one of four qualifying events
(one of which is having attained age 59 1). The old rule started a new five-year period for each
conversion. The new rule begins the period with the first taxable year for which you make a
contribution (or conversion) to a Roth IRA. This change reduces the benefit of the four-year tax
spread in 1998. You may elect not to take the four-year spread in 1998 and choose to convert
$62,500 for each of the next four years instead of $250,000 in 1998. Making one conversion
and taking the four-year spread would guarantee the tax benefit without fear of future changes.
Making four smaller conversions would allow more flexibility in handling your taxable income
over the next four years, assuming that your income remains under the $100,000 eligibility limit.
This is an issue that I have seen nothing written about, but I think you need to consider.
Please review this report and the supporting documentation in the appendix. We are available
to answer any questions you or your advisors may have. Do not implement this report until after
you have completed a four-year tax plan with your CPA. Your CPA is far more familiar with your
tax situation than we are and he needs to be involved in the final decision regarding the amount
to convert.
Sincerely
Memorandum of Other Planning Issues
As promised please find the enclosed memorandum regarding the issues that surfaced at our meeting.
The issues that pertain to a Roth conversion can be discussed when we deliver your final Roth IRA report.
1 ) Should you die before your wife it is extremely important that she sets up a rollover IRA and
names either children or grandchildren as beneficiaries. This would provide her with
enormous flexibility that would allow her to reduce the required distributions during her
lifetime and after her death allows continue deferral for the children.
2) At 70 you will have to make a decision on which required distribution method or methods
to use.
3) You will want to have a strategy for determining which assets to liquidate each year for living
expenses. Many investors do not want to liquidate a piece of their equities during periods of
down markets, preferring instead to liquidate fixed income investments, allowing their
equities time to recover. With balance funds you do not have this flexibility to choose which
assets to liquidate. This could be a problem with your previous employer's retirement
account so you need to have some type of advanced strategy to deal with this problem.
4) In advance of incapacity or death you need to find and build a relationship with an
investment advisor. You may want to discuss this with your son to see if he has any
recommendations. This can only reduce the stress of not knowing who would manage your
assets if you become incapacitated or die and it will make you a part of the process in
choosing an advisor who is consistent with your overall investment philosophy.
5) As we discussed, if you decide to convert a portion of your IRA to a Roth, tax planning will be
an important part of the strategy. We talked about living off the assets in your personal
investment accounts and off funds from a home equity line of credit, for the next four years.
You will need to work with your CPA to accurately predict your income for those four years.
Include in your calculations the cost of liquidating assets from those accounts. If you need to
liquidate those accounts for living expenses, you will also have to evaluate the volatility of
the securities and devise a strategy to protect their value.
6) You mentioned that your current line of credit might require paying it off every 12 months.
Our recommendation was that you explore finding a home equity line of credit that allows a
long period to pay off the obligation. This could be very important if the funds from your
personal investment accounts are not adequate for your income needs, if there are tax
problems involved in liquidating them, or if there are liquidity or marketability problems with
some of the securities.
7) A Roth IRA not only provides tax-free accumulations but there are no required distributions
at 70 2. If you decide to convert a portion of your IRA to a Roth, one strategy is to allow the
Roth to grow and take your distributions from the traditional IRA. Therefore, you would need
a formalized investment strategy, not only for your overall balance between equity and fixed
income investments, but also for allocating those asset classes between your IRAs, Roth
IRA, and other accounts.
8) We still need to exam whether the assets in your previous employer's account has less
flexibility either from-a -distribution planning, financial planning or estate planning perspective
than an IRA. Please note that you have greater protection from creditors in a qualified plan
as opposed to an IRA. ,
CASE STUDY THREE
TERMINALLY ILL CLIENT
MEMORANDUM
From: Attorney
To: Advisor
I have a client who is 83 and terminally ill. He has a large IRA and on his Required
Beginning Date (RBD) his wife was the sole Designated Beneficiary and she died three
years ago. The couple's only child, age 49, is now the beneficiary of the IRA. On my
client's Required Beginning Date he chose to recalculate both his and his wife's life
expectancy. Since the entire account balance must be distributed by 12/31 of the year
following death, what are my client's options to maximize the net estate transferred to his
children?
REPLY MEMORANDUM
I have enclosed some worksheets to assist you in determining your client's options. There
are three options that are considered:
1) Do nothing and have the forced distribution of the client's IRA after death.
2) Have your client distribute the IRA before death.
3) Change the beneficiary of the IRA to a CRUT before death.
I hope these examples will help you and your client better understand the potential impact,
on income and estate taxes, of the different options.
CASE STUDY ASSUMPTIONS
Gross Estate
IRA Account
Non IRA Assets
Rate of Return
Average Income Tax Rate
Full IRA Distribution
CRUT PayOut & Investment Portfolio
Charitable Bequest Information
Type of Assets Used to Fund the CRT
CRT is a
Payout Rate
Type of Calculation
Age of Person Whose Life Determines
Trust Terms
Present Value of Remainder Interest
Donor's Deduction
S2,000,000
$2,000,000
$4,000,000
8.0%
45.0%
36.0%
IRA
CRUT
9.8%
Life
49
$200,444
$200,444
Please Note: The following case uses a CRUT. Should the client get less favorable
distribution of returns a CRAT or a combination of the two should be considered.
Also, this case is based on California income tax law. However, the results would be
similar in states with lower rates or no state income tax.
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DISTRIBUTE IRA vs CRUT as BENEFICIARY
Comparison of Changes in the Child's Net Worth
Before Tax Rate of Return
* Average Tax Rate
NO CRUT
Investment
Year Account
0 1,965,500
1 2,066,134
-2 2,171,920
3 2,283,122
4 2,400,018
5 2,522,899
6 2,652,071
7 2,787,857
8 2,930,595
9 3,080,642
10 3,238,371
11 3,404,175
12 3,578,469
13 3,761,687
14 3,954,285
15 4,156,745
16 4,369,570
17 4,593,292
18 4,828,468
19 5,075,686
20 5,335,561
21 5,608,742
22 5,895,909
23 6,197,780
24 6,515,106
25 6,848,680
26 7,199,332
27 7,567,938
28 7,955,416
29 8,362,734
30 8,790,906
8.0%
36.0%
Age of Life used for Trust
CRUT PayOut Rate
Type of Calculation
Gift Amount
Remainder Value
49
9.8%
Life
2,000,000
200,440
WITH CRUT
CRUT CRUT After Tax Investment
Principal Pay Out Cash Flow Account
2,000,000 196,000 125,440 480,742
1,964,000 192,472 123,182 637,219
1,928,648 189,008 120,965 799,333
1,893,932 185,605 118,787 967,417
1,859,842 182,264 116,649 1,141,818
1,826,364 178,984 114,550 1,322,901
1,793,490 175,762 112,488 1,511,048
1,761,207 172,598 110,463 1,706,661
1,729,505 169,492 108,475 1,910,160
1,698,374 166,441 106,522 2,121,989
1,667,803 163,445 104,605 2,342,611
1,637,783 160,503 102,722 2,572,513
1,608,303 157,614 100,873 2,812,207
1,579,353 154,777 99,057 3,062,229
1,550,925 151,991 97,274 3,323,144
1,523,008 149,255 95,523 3,595,544
1,495,594 146,568 93,804 3,880,049
1,468,674 143,930 92,115 4,177,314
1,442,237 141,339 90,457 4,488,024
1.416,277 138,795 88,829 4,812,900
1,390,784 136,297 87,230 5,152,697
1,365,750 133,844 85,660 5,508,211
1,341,167 131,434 84,118 5,880,277
1,317,026 129,069 82,604 6,269,772
1,293,319 126,745 81,117 6,677,618
1,270,039 124,464 79,657 7,104,782
1,247,179 122,224 78,223 7,552,282
1,224,729 120,023 76,815 8,021,187
1,202,684 117,863 75,432 8,512,620
1,181,036 115,742 74,075 9,027,760
1,159,777 113,658 72,741 9,567,849
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DISTRIBUTE IRA vs CRUT as BENEFICIARY
Comparison of Changes in the Child's Net Worth
Before Tax Rate of Return
Years 1-10
Years 11-20
Years 21-30
Average Tax Rate
NO CRUT
Investment
Year Account
0 1,965,500
1 1,965,500
2 1,965,500
3 1,965,500
4 1,965,500
5 1,965,500
6 1,965,500
7 1,965,500
8 1,965,500
9 1,965,500
10 1,965,500
11 2,036,730
12 2,110,541
13 2,187,027
14 2,266,285
15 2,348,415
16 2,433,521
17 2,521,712
18 2,613,099
19 2,707,798
20 2,805,928
21 3,110,989
22 3,449,216
23 3,824,214
24 4,239,983
25 4,700,954
26 5,212,041
27 5,778,695
28 6,406,954
29 7,103,518
30 7.875.813
0.0%
6.0%
18.0%
39.6%
Age of Life used for Trust
CRUT PayOut Rate
Type of Calculation
Gift Amount
Remainder Value
49
9.8%
Life
2,000,000
200,440
WITH CRUT
CRUT CRUT After Tax Investment
Principal Pay Out Cash Flow Account
2,000,000 196,000 118,384 480,742
1,804,000 176,792 106,782 599,126
1,627,208 159,466 96,318 705,908
1,467,742 143,839 86,879 802,226
1,323,903 129,742 78,364 889,105
1,194,160 117,028 70,685 967,469
1,077,133 105,559 63,758 1,038,154
971,574 95,214 57,509 1,101,911
876,359 85,883 51,873 1,159,421
790,476 77,467 46,790 1,211,294
713,010 69,875 42,204 1,258,084
685,915 67,220 40,601 1,347.411
659,850 64,665 39,058 1,438,313
634,776 62,208 37,574 1,530,911
610,655 59,844 36,146 1,625,327
587,450 57,570 34,772 1,721,684
565,127 55,382 33,451 1,820,111
543,652 53,278 32,180 1,920,735
522,993 51,253 30,957 2,023,688
503,119 49,306 29,781 2,129,106
484,001 47,432 28,649 2,237,124
523,689 51,322 30,998 2,512,108
566,631 55,530 33,540 2,819,593
613,095 60,083 36,290 3,163,325
663,369 65,010 39,266 3,547,478
717,765 70,341 42,486 3,976,695
776,622 76,109 45,970 4,456,146
840,305 82,350 49,739 4,991,586
909,210 89,103 53,818 5,589,418
983,765 96,409 58,231 6,256,769
1.064-434 104,315 63,006 7,001,567
Net Worth of Child
Distribute IRA Before Death vs
CRUT as IRA Beneficiary
Lower Rates of Return in the Early Years
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CASE STUDY FOUR
Funding the Credit Shelter Trust
Assumptions:
Inflation Rate i 2.5%
Average Tax Rate 25%
Income 6%
After Tax Living Expenses $65.000
IRA Assets S1.000.000
Other Invested Assets SI.000,000
Sian:~
Participant age 70 dies. Surviving spouse must decide whether to fund the credit shelter trust
and with which assets.
Alternatives:
1) Roth conversion before death and fund credit shelter trust with Roth IRA assets.
2) Fund credit shelter trust with non-IRA assets.
3) Fund credit shelter trust with IRA assets.
4) Not fund the credit shelter trust
Net to Heirs
Funding the Credit Shelter Trust
with Different Types of Assets
2,000,000
1,900,000
1,800,000
1,700,000
1,600,000
1,500,000
1,400,000
1,300,000
1,200,000
1,100,000
1,000,000
1999 2004 2009 2014 2019 2024
--- Non IRA -4,- IRA - Not - Roth
Roth Conversion
Non IRA Assets
Not Funded
IRA Assets
000 Ifs Dow
Funding the Credit Shelter Trust (backup sheets on funding with IRA assets)
IRA Value
IRA Tnt2l R =ttrn
1,000,000
f (o/,
Before Tax E Years to Pay PremiumOther Income
INVERTMENTS ASSETS RETIREMENT ASSETS
TRUST & YEAR END NET AFTER YEAR END AFTER AFTER
EARNED ANNUAL ACCOUNT TAX ANNUAL ACCOUNT TAX TAX
YEAR INCOME INVESTED VALUE WITHDRAWN DEPOSIT VALUE WITHDRAW EXPENSES
1998 0 0 1,013,920 31.080 0 1,012.607 35,545 66.625
1999 28,125 0 1,048,368 11.179 0 372,214 28,987 68,291
2000 28,108 0 1,064,689 30,855 0 379,835 11,034 69.998
2001 28,057 0 1,080,584 32,015 0 387,058 11,675 71,748
2002 27,960 0 1,095,982 33,229 0 393,811 12,353 73,542
2003 27,803 0 1,110,735 34,566 0 400,091 13,011 75,380
2004 27,579 0 1,124,798 35,921 0 405,744 13,765 77,265
2005 27,280 0 1,138,057 37,356 0 410,675 14,560 79,196
2006 26,896 0 1,150,314 38,956 0 414,884 15,324 81,176
2007 26,419 0 1,161,498 40,580 0 418,168 16,206 83,205
2008 25,836 0 1,171,360 42,405 0 420,532 17,045 85,286
2009 25,135 0 1,179,710 44,362 0 421,870 17,920 87,418
2010 24,302 0 1,186,329 46,468 0 422,071 18,833 89,603
2011 23,319 0 1,190,973 48,740 0 421,015 19,785 91,843
2012 22,166 0 1,193,231 51,336 0 418,759 20,638 94,139
2013 20,815 0 1,192,909 54,018 0 415,005 21,660 96,493
2014 19,224 0 1,189,463 57,126 0 409,832 22,555 98,905
2015 17,605 0 1,182,680 60,309 0 403,137 23,464 101,378
2016 17,605 0 1,173,976 61,924 0 394,814 24,383 103,912
2017 17,605 0 1,162,994 63,811 0 385,044 25,094 106,510
2018 17,605 0 1,149,777 65,552 0 373,458 26,017 109,173
2019 17,605 0 1,133,895 67,622 0 360,298 26,676 111,902
2020 17,605 0 1,115,121 69,800 0 345,522 27,295 114,700
2021 17,605 0 1,092,907 72,394 0 329,496 27,568 117,567
2022 17,605 0 1,067,268 74,820 0 311,823 28,082 120,506
2023 17,605 0 1,037,558 77,737 0 292,963 28,177 123,519
2024 17,605 0 1,003,415 80,833 0 272,982 28,170 126,607
2025 17,605 0 965,238 83,331 0 250,913 28,836 129,772
2026 17,605 0 924,112 84,562 0 224,834 30,850 133,016
2027 17,605 0 880,023 85,673 0 194,239 33,064 136,342
2028 17,605 0 833.010 86,614 0 158,518 35,532 139,750
Distributions from Traditional IRA to Credit Shelter Trust
Income
Growth
Total Return
6%
0%
6%
Life IRA Req. Min Amt to Acct Value Acct Value
Year Expect. Income Distribution Cr Sh Trt Start Yr End of Yr.
1999 15.8 37,500 39,557 39,557 625,000 622,943
2000 14.8 37,377 42,091 42,091 622,943 618,229
2001 13.8 37,094 44,799 44,799 618,229 610,523
2002 12.8 36,631 47,697 47,697 610,523 599,458
2003 11.8 35,967 50,801 50,801 599,458 584,624
2004 10.8 35,077 54,132 54,132 584,624 565,569
2005 9.8 33,934 571711 57,711 565,569 541,792
2006 8.8 32,508 61,567 61,567 541,792 512,732
2007 7.8 30,764 65,735 65,735 512,732 477,761
2008 6.8 28,666 70,259 70,259 477,761 436,168
2009 5.8 26,170 75,201 75,201 436,168 387,137
2010 4.8 23,228 80,654 80,654 387,137 329,712
2011 3.8 19,783 86,766 86,766 329,712 262,728
2012 2.8 15,764 93,831 93,831 262,728 184,660
2013 1.8 11,080 102,589 102,589 184,660 93,151
2014 1 5,589 93,151 98,740 93,151 0
2015 1 0 0 0 0 0
2016 1 0 0 0 0 0
2017 1 0 0 0 0 0
2018 1 0 0 0 0 0
2019 1 0 0 0 0 0
2020 1 0 0 0 0 0
2021 1 0 0 0 0 0
2022 1 0 0 0 0 0
2023 1 0 0 0 0 0
2024 1 0 0 0 0 0
2025 1 0 0 0 0 0
2026 1 0 0 0 0 0
2027 1 0 0 0 0 0
2028 1 0 0 0 0 0
2029 1 0 0 0 0 0
2030 1 0 0 0 0 0
Income Distributions from Credit Shelter Trust to Survivina Spouse
Income
Growth
Total Return
6%
0%
6%
CR Shltr 6.0% 0.0% Distribute Gross Dist to Net Inc Trust Net Inc
Year Start ofYr Income Growth from IRA Income Trst Benf Before Tx Taxes After Tx
1999 0 0 0 39,557 39,557 37,500 2,057 368 1,6E
2000 1,689 101 0 42,091 42,192 37,478 4,714 1,139 3,57
2001 5,264 316 0 44,799 45,115 37,410 7,705 2,162 5,5z
2002 10,807 648 0 47,697 48,346 37,280 11,066 3,486 7,5E
2003 18,387 1,103 0 50,801 51,905 37,071 14,834 4,978 9,8r.
2004 28,244 1,695 0 54,132 55,826 36,772 19,054 6,649 12,4C
2005 40,649 2,439 0 57,711 60,150 36,373 23,777 8,519 15,2r,
2006 55,907 3,354 0 61,567 64,922 35,862 29,060 10,611 18,4z
2007 74,355 4,461 0 65,735 70,196 35,225 34,971 12,952 22,01
2008 96,374 5,782 0 70,259 76,041 34,448 41,593 15,575 26,01
2009 122,393 7,344 0 75,201 82,545 33,514 49,031 18,520 30,51
2010 152,904 9,174 0 80,654 89,828 32,402 57,425 21,844 35,5E
2011 188,485 11,309 0 86,766 98,075 31,092 66,984 25,629 41,3,r
2012 229,840 13,790 0 93,831 107,622 29,554 78,068 30,018 48,04
2013 277,889 16,673 0 102,589 119,262 27,753 91,509 35,341 56,1E
2014 334,057 20,043 0 98,740 118,783 25,632 93,151 35,991 57,1E
2015 391,217 23,473 0 0 23,473 23,473 0 01
2016 391,217 23,473 C 0 23,473 23,473 0 0
2017 391,217 23,473 0 0 23,473 23,473 0 0
2018 391,217 23,473 0 0 23,473 23,473 0 0
2019 391,217 23,473 0 0 23,473 23,473 0 0
2020 391,217 23,473 0 0 23,473 23,473 0 0_
2021 391,217 23,473 0 0 23,473 23,473 0 0
2022 391,217 23,473 0 0 23,473 23,473 0 0
2023 391,217 23,473 0 0 23,473 23,473 0 0
2024 391,217 23,473 0 0 23,473 23,473 0 0
2025 391,217 23,473 0 0 23,473 23,473 0 0
2026 391,217 23,473 0 0 23,473 23,473 0 0
2027 391,217 23,473 0 0 23,473 23,473 0 0
2028 391,217 23,473 0 0 23,473 23,473 0 0
2029 391,217 23,473 0 0 23,473 23,473 0 0__
2030 391,217 23,473 0 0 23,473 23,473 0 01
Net Estate to Children Including Value of Credit Shelter Trust
Without Trust Trust & IRA Total
Gross Net Cr Shltr Before Net to
Year Estate Estate End of Yr Tx IRA Children
1999 1,420,582 1,050,331 1,689 622,943 1,441,359
2000 1,444,523 1,072,069 5,264 618,229 1,463,725
2001 1,467,642 1,084,149 10,807 610,523 1,476,534
2002 1,489,793 1,105,001 18,387 599,458 1,498,049
2003 1,510,826 1,115,898 28,244 584,624 1,509,531
2004 1,530,541 1,183,514 40,649 565,569 1,577,644
2005 1,548,732 1,231,895 55,907 541,792 1,626,421
2006 1,565,197 1,259,927 74,355 512,732 1,654,740
2007 1,579,666 1,267,492 96,374 477,761 1,662,467
2008 1,591,892 1,273,953 122,393 436,168 1,668,950
2009 1,601,579 1,279,156 152,904 387,137 1,674,020
2010 1,608,399 1,282,928 188,485 329,712 1,677,483
2011 1,611,989 1,285,104 229,840 262,728 1,679,148
2012 1,611,990 1,285,474 277,889 184,660 1,678,775
2013 1,607,913 1,283,812 334,057 93,151 1,676,089
2014 1,599,295 1,279,848 391,217 0 1,671,064
2015 1,585,817 1,273,395 391,217 0 1,664,611
2016 1,568,790 1,265,220 391,217 0 1,656,437
2017 1,548,038 1,255,197 391,217 0 1,646,413
2018 1,523,235 1,243,201 391,217 0 1,634,418
2019 1,494,193 1,229,002 391,217 0 1,620,219
2020 1,460,643 1,212,127 391,217 0 1,603,344
2021 1,422,403 1,192,696 391,217 0 1,583,912
2022 1,379,091 1,168,463 391,217 0 1,559,680
2023 1,330,521 1,141,049 391,217 0 1,532,266
2024 1,276,397 1,110,241 391,217 0 1,501,458
2025 1,216,150 1,075,398 391,217 0 1,466,614
2026 1,148,946 1,036,453 391,217 0 1,427,670
2027 1,074,262 995,255 391,217 0 1,386,472
2028 991,528 951,899 391,217 0 1,343,115
2029 900,102 870,878 391,2171 0 1,262,095
2030 799,223 782,162 391,2171 0 1,173,379
CASE STUDY FIVE
Deferral of IRA versus Liquidation
The Advantage of Deferral Over
Multiple Generations
8,000,000
7,000,000
6,000,000
5,000,000
4,000,000
3,000,000
2,000,000
1,000,000
0 .
1999 2009 2019
D efer
- - Liquidate
2029
Assumptins_
Inflation Rate 3.1%
Average Tax Rate 30.0%
Total Return 7.0%
After Tax Living Expenses $60,000
Earned Income 0
IRA Assets $2,000,000
Other Invested Assets $1,000,000
Participant's Age 69
Spouse's Age 68
Child's Age 45
Situation:
Participant dies at age 79, spouse rolls over IRA and names child as the beneficiary. Two years
later the spouse dies. Remember the spouse is now the participant of this new spousal rollover
IRA.
Alternatives:
1) Child can liquidate the IRA
2) Child can continue deferrals over actual joint life expectancy (MDIB does not apply after
death of the participant)
'000
%000p-
Estate Tax & IRD at Second Death
Retirement Account Total Return
Investment Assets Total Return
Inflation Rate
Average Tax Rate Retirement Dist.
Average Tax Rate Non Retirement
Annual Gifts to Heirs
Ann,,~l (ift of L if Ins. Premiums
7.0
7.0
3.1
30.0
30.0
%/% Retirement Account Values
Investment Assets (Non-Qualified)
% Non-Income Producing Assets
% Life Insurance Inside the Estate
% Life Insurance Outside the Estate
0 Annual After Tax Living Expenses
0 Distribution Method
2,000,000
1,000,000
0
0
0
60,000
minimum
TOTAL PENSION & FEDERAL INCOME TAX NET
ESTATE ESTATE IRA ESTATE TAX RETIREMENT TOTAL ESTATE
YEAR VALUE TAX VALUES ATTRIBUTED ACCOUNTS TAX TO HEIRS
1999 3,127,140 803,299 2,140,000 666,327 442,102 1,245,400 1,881.740
2000 3,231,106 834,986 2,188,378 691,698 449,004 1,283,990 1,947,115
2001 3,336,474 890,831 2,231,041 738,621 447,726 1,338,557 1,997,917
2002 3,443,606 925,111 2,269,169 765,674 451,048 1,376.160 2,067,447
2003 3,551,640 982,369 2,299,809 813,425 445,915 1,428,285 2,123,356
2004 3,661,080 903,373 2,324,712 737,997 476,014 1,379,387 2,281,693
2005 3,770,857 869,554 2,340,309 703,319 491,097 1,360,651 2,410,206
2006 3,881,370 882,126 2,348,110 710,566 491,263 1,373,389 2,507,981
2007 3,991,578 940,536 2,344,755 759,277 475,643 1,416,180 2,575,398
2008 4,100,874 1,000,481 2,328,522 809,597 455,678 1,456,158 2,644,716
2009 4,208,558 1,059,707 2,297,475 858,485 431,697 1,491,404 2,717,154
2010 4,339,017 1,131,460 2,333,436 917,714 424,717 1,556,176 2,782,841
Life Expectancy" Calculation
Date: 3/28/1999 Assumptions on Age of Death
Participant Date of Birth ........................ 1/11/1930 *Age Participant Dies 79
Recalculate Life Expectancy .................. yes * Age Beneficiary Dies 80
Is there a Beneficiary yes Rollover Assumptions
Beneficiary Date of Birth ....................... 6/10/1931 * Do you want a spousal rollover yes
Beneficiary is the Spouse yes * Recalculate life expectancy? no
Recalculate Spouse Life Expectancy no * Birthdate of rollover beneficiary 1/1/1954
Joint Life Expectancy: Participant & Spouse Rollover
Recalculate: Participant Recalculate: Neither
Spouse Rollover
Partic.'s Benef.'s Life Beneficiary'E Adjusted Actual
Year Age Age Expectancy Age Life Exp. Life Exp.
1999 69 68 - 45 -
2000 70 69 21.1 46 - -
2001 71 70 19.8 47 - -
2002 72 71 18.9 48 -
2003 73 72 17.7 49 - -
2004 74 73 16.9 50 - -
2005 75 74 15.8 51 - -
2006 76 75 15.0 52 - -
2007 77 76 14.0 53 - -
2008 78 77 13.0 54 - -
2009 79 78 12.0 55 - -
2010 - 79 - 56 18.4 28.2
2011 - 80 - 57 17.6 27.2
2012 - 58 - 26.2
2013 - - 59 25.2
2014 - - 60 24.2
2015 - - 61 - 23.2
2016 - 62 - 22.2
2017 - 63 - 21.2
2018 - 64 - 20.2
2019 - 65 - 19.2
2020 - 66 18.2
2021 - 67 - 17.2
2022 - 68 - 16.2
2023 - 69 - 15.2
2024 - 70 - 14.2
2025 - 71 - 13.2
2026 - 72 - 12.2
2027 - - 73 - 11.2
Liquidate IRA at Second Death
INVESTMENTS ASSETS RETIREMENT ASSETS
YEAR END NET AFTER YEAR END AFTER AFTER
EARNED ANNUAL ACCOUNT TAX ANNUAL ACCOUNT TAX TAX
YEAR INCOME INVESTED VALUE WITHDRAWN DEPOSIT VALUE WITHDRAW EXPENSES
1999 0 0 987,140 61,860 0 2,140,000 0 61,860
2000 0 7.218 1,042,727 0 0 2,188,378 70.995 63,778
2001 0 11,612 1,105,433 0 0 2,231,041 77,367 65,755
2002 0 14,838 1,174,437 0 0 2,269,169 82,631 67,793
2003 0 19,846 1,251,831 0 0 2,299,809 -89,741 69,895
2004 0 23,197 1,336,368 0 0 2,324,712 95,258 72,061
2005 0 28,698 1,430,548 0 0 2,340,309 102,994 74,295
2006 0 32,616 1,533,261 0 0 2,348,110 109,214 76,599
2007 0 38,432 1,646,823 0 0 2,344,755 117,405 78,973
2008 0 44,835 1,772,352 0 0 2,328,522 126.256 81,421
2009 0 51,885 1,911,082 0 0 2,297,475 135,830 83,945
2010 0 856 2,005,582 0 0 2,333,436 87,404 86,548
2011 0 1,819,489 3,923,344 0 0 0 1,908,719 89,231
2012 0 0 2,892,132 1,223,456 0 0 0 1,223,456
2013 0 0 2,938,997 94,849 0 0 0 94,849
2014 0 0 2,985,219 97,789 0 0 0 97,789
2015 0 0 3,030,675 100,820 0 0 0 100,820
2016 0 0 3,075,232 103,946 0 0 0 103,946
2017 0 0 3,118,750 107,168 0 0 0 107,168
2018 0 0 3,161,078 110,490 0 0 0 110,490
2019 0 0 3,202,055 113,916 0 0 0 113,916
2020 0 0 3,241,509 117,447 0 0 0 117,447
2021 0 0 3,279,255 121,088 0 0 0 121,088
2022 0 0 3,315,097 124,842 0 0 0 124,842
2023 0 0 3,348,825 128,712 0 0 0 128,712
2024 0 0 3,380,216 132,702 0 0 0 132,702
2025 0 0 3,409,031 136,815 0 0 0 136,815
2026 0 0 3,435,017 141,057 0 0 0 141,057
2027 0 0 3,457,903 145,430 0 0 0 145,430
2028 0 0 3,477,403 149,938 0 0 0 149,938
2029 0 0 3,493.209 154,586 0 0 0 154,586
2030 0 0 3,504,999 159,378 0 0 0 159,378
2031 0 0 3,512,425 164,319 0 0 0 164,319
2032 0 0 3,515,121 169,413 0 0 0 169,413
Continue Deferral of IRA After Second Death
INVESTMENTS ASSETS RETIREMENT ASSETS
YEAR END NET AFTER YEAR END AFTER AFTER
EARNED ANNUAL ACCOUNT TAX ANNUAL ACCOUNT TAX TAX
YEAR INCOME INVESTED VALUE WITHDRAWN DEPOSIT VALUE WITHDRAW EXPENSES
1999 0 0 987,140 61,860 0 2,140,000 0 61,860
2000 0 7,218 1,042,727 0 0 2,188,378 70,995 63,778
2001 0 11,612 1,105,433 0 0 2,231,041 77,367 65,755
2002 0 14,838 1,174,437 0 0 2,269,169 82,631 67,793
2003 0 19,846 1,251,831 0 0 2,299,809 89,741 69,895
2004 0 23,197 1,336,368 0 0 2,324,712 95,258 72,061
2005 0 28,698 1,430,548 0 0 2,340,309 102,994 74,295
2006 0 32,616 1,533,261 0 0 2,348,110 109,214 76,599
2007 0 38,432 1,646,823 0 0 2,344,755 117,405 78,973
2008 0 44,835 1,772,352 0 0 2,328,522 126,256 81,421
2009 0 51,885 1,911,082 0 0 2,297,475 135,830 83,945
2010 0 856 2,005,582 0 0 2,333,436 87,404 86,548
2011 0 3,576 2,107,432 0 0 2,364,195 92,807 89,231
2012 0 0 1,014,305 1,196,391 0 2,429,688 100,000 1,296,391
2013 0 5,151 1,069,157 0 0 2,499,766 100,000 94,849
2014 0 2,211 1,123,757 0 0 2,574,750 100,000 97,789
2015 0 0 1,178,001 820 0 2,654,983 100,000 100,820
2016 0 0 1,231,777 3,946 0 2,740,831 100,000 103,946
2017 0 0 1,284,966 7,168 0 2,832,690 100,000 107,168
2018 0 0 1,337,439 10,490 0 2,930,978 100,000 110,490
2019 0 0 1,389,058 13,916 0 3,036,146 100,000 113,916
2020 0 0 1,439,675 17,447 0 3,148,676 100,000 117,447
2021 0 0 1,464,445 .45,774 0 3,269,084 75,314 121,088
2022 0 0 1,481,361 54,842 0 3,397,920 70,000 124,842
2023 0 0 1,495,236 58,712 0 3,535,774 70,000 128,712
2024 0 0 1,505,801 62,702 0 3,683,278 70,000 132,702
2025 0 0 1,512,770 66,815 0 3,841,108 70,000 136,815
2026 0 0 1,515,839 71,057 0 4,009,985 70,000 141,057
2027 0 0 1,514,685 75,430 0 4,190,684 70,000 145,430
2028 0 0 1,508,967 79,938 0 4,384,032 70,000 149,938
2029 0 0 1,498,321 84,586 0 4,590,914 70,000 154,586
2030 0 0 1,482,360 89,378 0 4,812,278 70,000 159,378
2031 0 0 1,460,677 94,319 0 5,049,138 70,000 164,319
2032 0 0 1,432,838 99,413 0 5,302,578 70,000 169,413
CASE STUDY SIX
Memorandum on Required Distributions
From: Estate Planning Lawyer
To: CPA
As per your request the following calculations demonstrate different required
distribution methods.
Exhibit A: Recalculate both the participant and spouse
Exhibit AI: Recalculate both participant and spouse and participate dies at 74 and spouse at 8
Exhibit B: Recalculate neither the participant or spouse
Exhibit B 1: Recalculate neither the participant or spouse and the participant dies at
74 and the spouse at 80.
Exhibit C: Comparison of recalculating the spouse only or the participant only.
Exhibit D: Use of spousal rollover when the participant dies at 74 and the spouse
rolls over at age 72 and then dies at age 80.
Exhibit E: Participant and child beneficiary where the participant dies before the
required beginning date.
Exhibit F: Participant and child beneficiary where the participant reaches the
required beginning date.
Exhibit A
LIFE EXPECTANCY RECALCULATED FOR BOTH
PARTICIPANT AND SPOUSE
Assumptions
Neither spouse dies.
Accrued Benefit or Account Balance: $1,000,000
Participant's Age: 70
Spouse's Age: 67
Interest Rate: 8.00%
Life Beginning Required
Year Age Expectancy Balance Distribution
22.0
21.2
20.3
19.4
18.6
17.8
17.0
16.2
15.4
14.7
14.0
13.2
12.5
11.9
11.2
10.6
10.0
9.4
8.9
8.3
7.9
7.4
6.9
6.5
6.2
5.8
.5.5
5.1
4.8
4.5
4.3
1,000,000
1,034,545
1,068,510
1,101,355
1,132,692
1,162,410
1,190,099
1,215,301
1,237,507
1,256,149
1,271,189
1,282,085
1,287,524
1,287,524
1,282,331
1,270,423
1,252,206
1,227,162
1,194,786
1,156,123
1,109,321
1,057,646
999,333
934,449
865,443
795,091
721,614
648,140
572,905
499,382
428,359
45,455
48,799
52,636
56,771
60,897
65,304
70,006
75,019
80,358
85,452
90,799
97,128
103,002
108,195
114,494
119,851
125,221
130,549
134,246
139,292
140,420
142,925
144,831
143,761
139,588
137,085
131,202
127,086
119,355
110,974
99,618
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
-96
97
98
99
100
Exhibit Al
LIFE EXPECTANCY RECALCULATED
FOR BOTH PARTICIPANT AND SPOUSE
ASSUMPTIONS
Husband dies at 74. Wife dies at 80.
Accrued Benefit or Account Balance: $1,000,000
Participant's Age: 70
Spouse's Age: 67
Interest Rate: 8.00%
Life Beginning Required
Year Age Expectancy Balance Distribution
1,000,000
1,034,545
1,068,510
1,101,355
1,132,692
1,162,410
1,175,786
1,185,260
1,190,288
1,190,288
1,185,487
1,174,479
1,157,637
1,134,484
1,043,248
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
I
45,455
48,799
52,636
56,771
60,897
79,617
84,589
89,792
95,223
100,024
105,847
110,800
115,764
119,419
1,126,708
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
22.0
21.2
20.3
19.4
18.6
14.6
13.9
13.2
12.5
11.9
11.2
10.6
10.0
9.5
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
Exhibit B
LIFE EXPECTANCY NOT RECALCULATED
FOR EITHER SPOUSE OR PARTICIPANT
Neither spouse dies.
Accrued Benefit or Account Balance: $1,000,000
Participant's Age: 70
Spouse's Age: 67
Interest Rate: 8.00%
ULfe Beginning Required
Year Age Expectancy Balance Distribution
1999 70 22.0 1,000,000 45,455
2000 71 21.0 1,034,545 49,264
2001 72 20.0 1,068,045 53,402
2002 73 19.0 1,100,086 57,899
2003 74 18.0 1,130,194 62,789
2004 75 17.0 1,157,821 68,107
2005 76 16.0 1,182,340 73,896
2006 77 15.0 1,203,030 80,202
2007 78 14.0 1,219,071 87,076
2008 79 13.0 1,229,520 94,578
2009 80 12.0 1,233,303 102,775
2010 81 11.0 1,229,192 111,745
2011 82 10.0 1,215,783 121,578
2012 83 9.0 1,191,467 132,385
2013 84 8.0 1,154,399 144,300
2014 85 7.0 1,102,451 157,493
2015 86 6.0 1,033,154 172,192
2016 87 5.0 943,614 188,723
2017 88 4.0 830,381 207,595
2018 89 3.0 689,216 229,739
2019 90 2.0 514,615 257,307
2020 91 1.0 298,476 298,476
2021 92 0.0 0 0
2022 93 0.0 0 0
2023 94 0.0 0 0
2024 95 0.0 0 0
2025 96 0.0 0 0
2026 97 0"0 0 0
2027 98 0.0 0 0
2028 99 0.0 0 0
2029 100 0.0 0 0
Exhibit Bl
LIFE EXPECTANCY NOT RECALCULATED
FOR EITHER PARTICIPANT OR SPOUSE
ASSUMPTIONS
Husband dies at 74. Wife dies at 80.
Accrued Benefit or Account Balance: $1,000,000
Participant's Age: 70
Spouse's Age: 67
Interest Rate: 8.00%
Life Beginning Required
Year Age Expectancy Balance Distribution
1999 70 22.0 1,000,000 45,455
2000 71 21.0 1,034,545 49,264
2001 72 20.0 1,068,045 53,402
2002 73 19.0 1,100,086 57,899
2003 74 18.0 1,130,194 62,789
2004 72 17.0 1,157,821 68,107
2005 73 16.0 1,182,340 73,896
2006 74 15.0 1,203,030 80,202
2007 75 14.0 1,219,071 87,076
2008 76 13.0 1,229,520 94,578
2009 77 12.0 1,233,303 102,775
2010 78 11.0 1,229,192 111,745
2011 79 10.0 1,215,783 121,578
2012 80 9.0 1,191,467 132,385
2013 0 8.0 1,154,399 144,300
2014 0 7.0 1,102,451 157,493
2015 0 6.0 1,033,154 172,192
2016 0 5.0 943,614 188,723
2017 0 4.0 830,381 207,595
2018 0 3.0 689,216 229,739
2019 0 2.0 514,615 257,307
2020 0 1.0 298,476 298,476
2021 0 0.0 0 0
2022 0 0.0 0 0
2023 0 0.0 0 0
2024 0 0.0 0 0
2025 0 0.0 0 0
2026 0 0.0 0 0
2027 0 0.0 0 0
2028 0 0.0 0 0
2029 0 0.0 0 0
Exhibit C
COMPARISON OF IMPACT OF RECALCULATING SPOUSE ONLY
versus RECALCULATING PARTICIPANT ONLY
Assumptions
Participant's Age: 70
Spouse's Age:67
Recalculating Recalculating
Year Age Spouse Participant
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99
100
22.0
20.8
20.0
18.8
18.0
16.9
16.1
15.1
14.2
13.3
12.3
11.5
10.6
9.9
9.2
8.7
8.3
7.8
7.4
7.0
6.6
6.3
6.0
5.7
5.4
5.2
5.0
4.8
4.6
4.4
4.3
- A
22.0
20.7
19.8
19.0
17.7
16.9
15.7
15.0
13.9
12.8
12.2
11.2
10.1
9.4
8.5
7.7
6.9
6.2
5.7
5.3
5.0
4.7
4.4
4.1
3.9
3.7
3.4
3.2
3.0
2.8
2.7
Exhibit D
USE OF SPOUSAL ROLLOVER
Participant's Age: 70
Spouse's Age: 67
Child's Age: 37
Husband dies in 2002 at age 74. Wife age 72 in 2003 then establishes spousal
rollover' and names 42 year old child as beneficiary.2
Actual Joint
H&W Life "MDIB" W&C Life
Year Age Expectancy Divisor' Expectancy
1999 70 22.0
2000 71 21.0
2001 72 20.0
2002 73 19.0
2003 74 18.0
2004 72' 17.0 24.42 40.9
2005 73 16.0 23.5
2006 74 15.0 22.7
2007 75 14.0 21.8
2008 76 13.0 20.9
2009 77 12.0 20.1
2010 78 11.0 19.2
2011 79 .0 18.4t
2012 80 17.0
2013 8.0 31.93
2014 7.0 30.9
2015 6.0 29.9
2016 5.0 28.9
2017 4.0 27.9
2018 3.0 26.9
2019 2.0 25.9
2020 1 1.0 1 24.9
Beneficiary designation permits a spousal rollover election.
2 Minimum distribution incidental benefit ("MDIB") rule becomes applicable as child is
more than 10years younger than wife.
Wife dies at age 80. If the plan and/or IRA so provide, the MDIB Divisor will be
terminated and an adjusted original Actual Joint Life Expectancy will become the
new divisor (here, 31.9; 40.9 minus 1 for each year wife lived after rollover was
established).
Exhibit E
DISTRIBUTION OUTCOMES: PARTICIPANT DIES
BEFORE REQUIRED MINIMUM
DISTRIBUTION DATE (AGE 70-1/2)
REQUIRED
DISTRIBUTION REQUIRED
PERIOD: DISTRIBUTION
PARTICIPANT'S CHILD'S NO DESIGNATED PERIOD:
WITH DESIGNATED
AGE AGE BENEFICIARY BENEFICIARY
65 30 Within 5 years 52.2
66 31 Within 5 years 51.2
67 32 Within 5 years 50.2
68 33 Within 5 years 49.3
69 34 Within 5 years 48.3
70 47.3
71 46.3
72 45.3
73 44.3
74 43.3
75 42.3
76 41.3
77 40.3
78 _ _ _39.3
79
80 i 38.3
• ; 37.3
81 36.382i
82 35.3
83 34.3, 34.3
Exhibit F
DISTRIBUTION OUTCOMES: PARTICIPANT DIES
AFTER REQUIRED MINIMUM
DISTRIBUTION DATE (AGE 70-1/2)
ASSUMPTIONS
No recalculation of participant life expectancy.
Child, age 35, named as beneficiary.
DURING AFTER
PARTICIPANT PARTICIPANT'S PARTICIPANT'S
AGE LIFE DEATH
70 26.2 47.5
71 25.3 46.5
72 24.4 45.5
73 23.5 44.5
74 22.7 43.5
75 21.8 42.5
76 20.9 41.5
77 20.1 40.4
78 19.2 39.5
79 18.4 38.5
80 17.6 37.5
81 16.8 36.5
82 16.0 35.5
83 15.3 34.5
Please note that the MDIB rules apply while the participant is alive since the beneficiary is more than ten
years younger than the participant and is not a spouse.
